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EDITORIAL DEPARTMENT NOTE 


Two influences are constantly at work to increase the value of early 
financial statements. Greater speed of travel and communication and a 
closer knit industrial organization have increased the damage which may 
result from delayed decisions or decisions which are in error because of 
the lack of a factual basis. Increased dependence on accounting data for 
control purposes has increased the importance of knowing what has hap- 
pened as soon as possible after it has happened in order that proper correc- 
tive measures may be taken. As a result accountants are constantly on the 
watch for methods applicable to their own companies which will aid in 
speeding up the preparation of financial and operating statements. The two 
articles on this subject which appear in this issue of the Bulletin offer 
several tried and practical suggestions. Readers will be interested in 
noting the several respects in which these two articles agree and disagree. 

Ira S. Wilson, author of our first article, is Assistant Controller of 
Sidney Blumenthal & Co., Inc. He is a graduate of Columbia University 
and a C.P.A. of New York State. Most of his time during the past ten 
years has been devoted to the pease and installation of improvement pro- 
grams, mainly in the field of clerical and accounting personnel and pro- 
cedures. Mr. Wilson is an Associate Director of the New York Chapter. 

Our second article is the joint product of two members of our Dayton 
Chapter, both connected with Wall, Cassel & Eberly, public accountants. 
Mr. Paul’s broad experience has been obtained while serving in the Treasu 
Department of the National Cash Register Co., as Senior Accountant wi 
Haskins and Sells in Detroit, as Controller and Vice President of Wm. M. 
Finck & Co., garment manufacturers of Detroit, as Special Accountant for 
Dodge Brothers Corp., and in his present position as Accounting Engineer 
with Wall, Cassel & Eberly. 

Mr. Cassel, a Past President of our Dayton Chapter, has had wide ex- 
perience in the field of taxation and public accounting. Prior to 1920 he 
served as an income tax examiner in the U. S. Treasury Department, and 
later as auditor in the Consolidated Returns Division of that Department. 
In 1920 he joined the staff of Wall, Hardman & Lane, public accountants, 
later becoming a partner. This firm was the predecessor of Wall, Cassel & 
Eberly. Mr. Cassel is an authority on taxation, ‘having practiced before the 
U. S. Treasury Department and State Tax Commissions, taught taxation at 
the Y. M. C. A. School of Commerce and Finance, and written a tax primer 
based on the Ohio Classified Property Tax Law. He is a C.P.A. of Ohio 
and Indiana, a member of the American Institute of Certified Public Ac- 
countants and the General Welfare Tax League, and is at present Secretary- 
Treasurer of the Taxcountants Club of Dayton. 
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SPEEDING UP FINANCIAL STATEMENTS 
MaIN OFfFIcE ASPECTS 


Ira S. Wilson, Assistant Controller, 
Sidney Blumenthal & Co., Inc., New York, N. Y. 


| D comepren the first six months of 1938, our company succeeded 

in changing the date of presentation of monthly statements 
to executives from the 25th, or later, to the 8th or 9th of each 
month (the latter dates include non-working Saturdays and Sun- 
days). More particularly, the time taken by the main office from 
the receipt of mill data to the presentation of statements was re- 
duced from nine days to one day. The size and cost of the main 
office accounting staff were cut in half in the course of the changes 
toward this accomplishment. 

Management is becoming increasingly aware of the desirability 
and practicability of earlier financial statements. Executives feel 
the need of early information for the formulation of important 
policies and for enhanced control of sales, production, credit and 
other departments. 

My own preoccupation is with efficiency and economy and, to 
me, accounting economy is one of the chief purposes of speedy 
closings. Recently, a large industrial company (through the offices 
of a firm of management engineers on whose staff I was at the 
time) advanced its balance sheet presentation date by seven days 
and reduced accounting costs over a quarter of a million dollars 
a year. From a number of such experiences, I am convinced that 
an accounting department which still produces financial statements 
after the 20th of the month can cut its own cost of operation by 
20 to 50 per cent. 


The Company 


Our company is one of the largest manufacturers of heavy tex- 
tiles. It has eight mills situated between New England and North 
Carolina. It has six major selling offices stretching to the West 
Coast. It has two main operating companies and a few minor sub- 
sidiaries. Its customers range from the very large and powerful 
automobile manufacturers to the small, poorly capitalized garment 
manufacturers. It is, therefore, a typical manufacturing and sell- 
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ing company, of moderate size as industrials go, although large as 
textiles go. 

In bringing out our balance sheet on the 8th or 9th of the month, 
we are far from doing the best we can. Early closing procedure 
is no more immune from the law of diminishing returns than 
other economic processes. We can produce still earlier financial 
statements, but not economically. Since our budgetary control has 
not yet been developed to the point where earlier statements would 
be of great advantage, the extra pressure and cost that would be 
required to better our present record are probably not worth-while. 

With respect to the main office closing procedure, which is the 
immediate subject of this discussion, extensive inquiries have led 
me to believe that, among comparable companies, we have a claim 
to something like a world’s record. Moreover, as will appear be- 
low, we hope soon to be able to issue our statements on the day of 
receipt of mill data, instead of on the following morning. 

Our twenty-four-hour program does not result merely in the 
preparation of a balance sheet and income statement. An analysis 
of inventories by major products, analyses of manufacturing and 
other variances, and statements of selling expenses, administrative 
expenses and income credits and charges are also included. 


The Mills 


The basis for early financial statements must be laid at the mills. 
Whether for this reason, or because the main office would rather 
reorganize the mills than itself, the requisites for rapid closing at 
mills have been adequately discussed heretofore in professional 
literature. Most of the major recent recommendations are prob- 
ably included in the following outline of changes effected by our 
company in mill procedure. We have: 


1. Abandoned calendar periods, to facilitate accurate and 
economical distribution of income and expense items. 

2. Decentralized our cost accounting procedure to avoid 
duplication of work. 

3. Installed a standard cost system to speed up inventory 
and cost-of-sales accounting. 

4. Arranged to close mill books of original entry promptly. 
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7: 


8. 


Made mill accountants responsible to the controller in- 
stead of to mill managers. 

Installed appropriate accounting and calculating equip- 
ment. 

Developed a flexible and practical program of closing 
work. 

Built up a capable accounting staff. 


The Main Office 


In most companies the time between receipt of mill data at the 
main office and the presentation of completed monthly statements 
is still much too long. Significantly, this aspect of closing proced- 
ure has been discussed only in the most general terms. 


While our accomplishment in reducing this time from nine or 
ten days to one day is rather spectacular, I emphasize that no part 
of the change resulted from conditions peculiar to our company. 
The essential devices that made the improvement possible (dis- 
cussed in more detail below) are: 


I. 





The development of a general ledger staff, each member 
of which is fully trained in every aspect of closing work. 
The organization of the accounting department along 
“group responsibility” lines. 

The arrangement of the chart of accounts to make pos- 
sible a compact general ledger quickly transformed into a 
balance sheet and income statement. 

The arrangement of original records and working papers 
so as to permit a great deal of the closing work to be done 
in advance of the closing date. 

The arrangement of working papers and ledgers to allow 
for the division of the closing work among as many ac- 
countants as are trained and available. 

The elimination of such traditional (and, I believe, ob- 
solete) bottlenecks as the trial balance book or the 
intra-company consolidating schedules. 

The rationalization of clerical and accounting procedure 
and personnel, and the elimination of unnecessary 
records, to facilitate early closing of books of original 
entry. 


913 








N. A. C. A. Bulletin March 15, 1939 





Organization 


Our plan of organization for the main office accounting depart- 
ment differs considerably from that generally advanced by author- 
ities. It lays great stress upon “group responsibility” as opposed 
to individual responsibility. It violates substantially the principle 
that responsibility for specific duties should be definitely fixed with 
specific individuals. I feel very keenly that this method of organi- 
zation is responsible for a very substantial part of our accomplish- 
ment. Any capable and experienced accounting executive, in my 
opinion, could have reduced our main office program from nine 
days to three, by the usual methods, but the additional reduction to 
one day I credit almost entirely to the principle of “group respon- 
sibility.” 

No member of our general ledger staff is exclusively responsible 
for the general ledger, or for any section of the related subsidiary 
ledger. There is no one man exclusively responsible for the jour- 
nal, or for any one of its vouchers. No one man consistently keeps 
the records of any one subsidiary company. As a matter of fact, 
we deliberately see to it that, as far as possible, no member of the 
general ledger staff exercises the same functions two months in a 


row. 

Bearing in mind that the primary purpose of the procedure here 
discussed is the speeding up of the closing work, the chief advan- 
tage in this form of organization lies in the extreme flexibility of 
the staff in the matter of division of labor. The usual program of 
closing work which assigns the various journal vouchers, ledgers 
and schedules to specific individuals, and which fixes date and time 
limits for each assignment is, for us, neither necessary nor desir- 
able. Well before the end of each month, the staff prepares a ten- 
tative schedule of the work to be done during the following few 
days. This schedule is adjusted daily in accordance with progress 
achieved. Since no journal voucher and no part of any relevant 
ledger or other record represents an untried field to any of the 
men, work can be shifted from man to man. This applies even to 
semi-finished jobs and no time need be wasted in a “breaking in” 
process. 
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Handling Peak Loads 


As the closing work progresses, “peaks” necessarily develop. It 
is never possible to judge exactly how many man-hours a given 
job will require. The “group responsibility” plan permits the con- 
centration of all or any part of the staff upon any part of the work 
which threatens to disrupt the schedule, or which requires an un- 
usual amount of preparation. 

A typical example is our largest mill, which does practically all 
of our dyeing and finishing and most of our shipping. It has 
numerous and complicated relations with most of our other mills. 
The main office monthly journal voucher which summarizes the 
transactions of this mill is probably our most serious peak in the 
closing procedure. (As discussed below, our mills do not pre- 
pare their own summary vouchers. ) 

The mill journal reaches us on the morning of the day we are to 
complete our work. Were one man to specialize in this mill and be 
required to do this work alone, our twenty-four-hour schedule 
would be impossible. A sizeable group of general ledger staff 
members make a simultaneous attack on this journal. All the men 
on the job have access to the work sheet, each man posting the re- 
sult of his analysis of one of the mill entries. As analyses of the 
mill entries approach completion, a man is assigned to adding the 
work sheet. Long before the work sheet is completed, the bulk of 
its results have been transferred to the final journal voucher al- 
ready in preparation. Likewise, long before the voucher is com- 
pleted, the bulk of it has been posted to the general ledger. 

The above is a rather lengthy discussion of a simple clerical op- 
eration, but it is intended as a detailed illustration of our methods, 
and to support the statement previously made that at least two 
days of the saving in the main office is to be credited to the prin- 
ciple of group responsibility. 


Staff Principle Not New 


Though this form of accounting organization is not usual, the 
principle involved is by no means new. The danger inherent in so- 
called “line” organization is being increasingly recognized by 
many companies. To give a department head absolute authority 
in his department is to assume that he is not only master of the 
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primary function of his department, but also of personnel, pro- 
cedures, machines, etc. The fallacy in this assumption of super- 
visory omniscience has resulted in an increasing emphasis on 
“staff” authority. A growing number of companies are establish- 
ing cost reduction divisions, methods departments, and the like, 
with authority encroaching upon regular line executives. The mere 
extension of this principle of staff authority, and its application 
within a department instead of to department heads, results in the 
organizational form here described. 

Obviously, a capable, flexible and co-operative group of men is 
required for such a staff. However, there is no need for such 
special experience or executive ability as would run up the cost of 
such a department. Our general ledger staff was chosen entirely 
from the younger and brighter men found in the department, the 
only absolute requirement being the equivalent of a modern col- 
lege course in accounting. 


Staff Education 


A constant program of education is maintained for their bene- 
fit. As has been indicated above, each man must be trained to 
know the duties of the entire department; each must keep fully- 
up-to-date on changes in accounting and other practices; each is 
constantly learning the duties of subsidiary departments. In addi- 
tion, each regularly receives a minor research assignment intended 
to solve one of our practical procedure problems. Examples of 
such actual assignments are as follows: 


1. “The treasury department appears to have four or five 
complete or partial records with respect to notes receiv- 
able. Please investigate and submit recommendations.” 
“A large number of wash entries pass through the main 
office inventory account. Please list them, submit speci- 
men documents and prepare to discuss means of reducing 
clerical work involved.” 

3. “We are frequently faced with emergency work with re- 
spect to the preparation of tax returns. Please prepare a 
complete list of taxes (other than income) with recom- 
mendations for regular preparatory work to avoid future 
emergencies.” 


iS 


916 





ee eeeeeeeeeeeeemeeereneenneneneeneccmemmemees 





——e 


es 














March 15, 1939 N. A. C. A. Bulletin 





4. “An item intended by Mill B to be deferred reached our 
income statement as profit and loss. Please investigate 
and recommend a change in procedure or in the chart of 
accounts.” 


Staff meetings are held twice a week to discuss the status of 
current work of subsidiary departments, to discuss progress in 
procedure investigations and installations, to plan new construc- 
tive research projects and to lay plans for the coming monthly 
closing. 


Other Staff Duties 


Each member of the general ledger staff has been trained to 
understand the work of at least one subsidiary department, such 
as accounts payable, accounts receivable, sales analysis, etc. Each 
has received sufficient education with respect to mill transactions 
to enable him to make the necessary monthly summary of the 
transactions of any mill. Several purposes are served by this 
practice. During the lull between closings, the general ledger staff 
helps to relieve peaks in various departments. The duties of the 
staff also include the answering of mill inquiries, and communi- 
cation with the mills to prevent or correct erroneous interpretation 
or reporting of mill transactions. The staff keeps the work of 
subsidiary departments consistent with our accounting progress 
and has become an important source of suggestions for improve- 
ment and economy. 

Of chief importance here, however, is the preparation of the 
closing journal vouchers. The disbursement cashier, the receipts 
cashier, the accounts payable, accounts receivable and other minor 
department heads have been relieved of the monthly duty of sum- 
marizing their transactions. All journal vouchers are prepared by 
the general ledger staff. Responsibility for this work now lies 
exclusively with the staff. The decrease in the number of errors 
in interpreting transactions which accompanied this change has 
made the closing procedure smoother and more rapid. 

This feature of our organization plan (and probably some 
others) is of questionable value to extremely large companies. The 
volume of work in these companies is so great as to demand more 
line organization than is necessary for us and for the thousands 
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of companies of like or smaller size. I believe that in most such 
companies a movement toward group responsibility would give the 
controller a much more flexible and productive accounting or- 
ganization. 

The group responsibility principle has been carried, with excel- 
lent success, throughout the organization—within the accounts re- 
ceivable group, for example, where the ledger-per-clerk idea has 
been abolished, and not only within sections, but among them. 
Our clerks shift from section to section as peaks appear in one 
or another of the departments. The results are similar to those 
achieved by the general ledger staff. Both the weak and the 
strong spots in the organization are quickly disclosed for appro- 
priate action, peak loads of work are smoothed out, emergencies 
are readily met, and substantial economy is achieved. 


The Chart of Accounts 


The primary purposes of a chart of accounts are to insure 
proper and uniform interpretation of transactions by all employees 
in accordance with the policies of the company and to avoid the 
frequent writing of lengthy account names. 

However, a properly designed chart can exercise important 
functions in the achievement of speedy closing procedure. Among 
the most important contributions a chart can make to this end is 
in the limitation of the number of major chart classifications to 
the number of captions on the company’s balance sheet and income 
statement. If the number of major accounts is so reduced, and if 
they are arranged in the same order in which they appear on the 
company’s statements, the following two important savings of time 
in the closing procedure have been made possible: 

1. The general ledger, confined to accounts identical with the 
captions on the two major statements, is small, quickly 
posted and balanced, and hence quickly transformed into 
a balance sheet and an income statement. 

2. The trial balance, one of the bottlenecks in the flow of 
closing work, can be eliminated. 


The traditional purpose of the trial balance book or schedule is 
to prove the correctness of the postings in the general ledger. A 
good many companies have designed the trial balance to serve an 
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additional function, making it the means of grouping the various 
accounts in the general ledger which must appear as a single item 
on the balance sheet or income statement. 

The grouping process is of course unnecessary in a general 
ledger whose accounts coincide with the statement captions. Also, 
the accounts being few, posting can be made directly from the 
general ledger to the major statements, omitting the trial balance. 
The correctness of the general ledger posting is automatically 
proven when the income statement results in a net profit figure 
which checks with the balance sheet. 

The provision in the chart of a “contra” or clearing account for 
all other mill accounts, while a slight detail, makes possible the 
elimination of another bottleneck in main office closing procedure. 


Elimination of Consolidating Schedules 

Mills must necessarily have mill accounts on mill books. As a 
result of this need, too many companies still use consolidating 
schedules to combine the assets and liabilities of the various mills 
or divisions into a company-wide trial balance. (I do not refer to 
inter-company consolidations, which are not readily avoidable, but 
to the consolidation of divisions of a single corporate entity. ) 

Such companies usually have a “mill control” account for each 
mill on the general ledger. These “mill control” accounts must be 
eliminated (much as are capital accounts of subsidiary com- 
panies) by the preparation of an inter-division consolidating 
schedule. This schedule necessarily consumes time at a point 
where further work on monthly statements must await its comple- 
tion. We have avoided this bottleneck by the following simple 
procedure (illustrated on page 920) : 


1. The chart of accounts provides the usual “Mill-General 
Ledger Control” account. In addition it provides, for the 
exclusive use of the mills, an account called “Mill Ac- 
counts Contra.” 

2. Ordinary transactions between the mill and the main 
office are reflected in the usual way through the “Mill- 
General Ledger Control” account. 

3. The last entry each month on the books of each mill con- 
sists of an effective transfer of mill assets, liabilities and 
profit and loss items to the main office. However, in post- 
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THE “MILL ACCOUNTS CONTRA” ACCOUNT ILLUSTRATED 


TRANSACTIONS 
1. Main office advances $100,000 to Mill 
2. Mill spends $20,000 for Construction and $50,000 for Inventory 
3. Mill returns $18,000 to Main office 


ENTRIES ON MILL Books Debit Credit 
i, ee is dca Sddads cevebdde shat iteus $100,000 
Cr. Mill General Ledger Control...... $100,000 
To record receipt of Cash from Main office 
Be Se Is ais on. cep ce cess ci csiseocs 50,000 
Se Se I, icicwaccivctcedessncves 20,000 
Ce an tt cin dwearecnkewsas ss 70,000 
To record expenditures...............2005 
3. Dr. Mill General Ledger Control............. 18,000 
Gee MEE dA diet entsckuersdedses basses 18,000 
To record transfer of cash to Main office 
4. Dr. Mill General Ledger Control............. 82,000 
Cr. Mill Accounts Contra............. 82,000 


To transfer to Main office the balance of all 
mill accounts as follows: 


SE cuiguicevs ourcawe $12,000 
Os eee ee 50,000 
Cometrectiom 6... cscs 20,000 


RESULTING Mitt TriAL BALANCE 


Mill General Ledger Control........... ibn "whim 
BME -cnenthdks ices bend cObeee tid aaah eaeae 12,000 
NE cds cdeudindsckvcadacrsvnneeceads 50,000 
CIES 5 one nccnses tawecb atone kevewt 20,000 
DE FUE GI, oe picoeccasesessesdacene 82,000 


Entries ON Books or MAIN OFFICE 
1. From Cash Books 


Dr. General Ledger Mill Control.......... 82,000 
Gee, MED do cons bunsatsshieseceemenes 82,000 
2. From Summary of Mill Journal 
Se De EM, cele davendghonbbienwenb oe 12,000 
i REE NE ao aks ve ein K cde Sean 000 50,000 
ee ee 20,000 
Cr. General Ledger Mill Control....... 82,000 
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ing this entry, mills do not close out their accounts. On 
the mill books this entry merely closes out the “Mill- 
General Ledger Control” account and adjusts the “Mill 
Accounts Contra” accounf?to the net balance of all 
actual mill accounts. The Posting of this entry in the 
main office consists of clearing the “Mill-General Ledger 
Control” account and setting the assets and liabilities of 
each mill into their proper place in the general ledger 
(and the related subsidiary ledger described below). 


As the accompanying illustration indicates, this device results 
in the inclusion of all of the company’s assets, liabilities, income 
and expense items on the main office general ledger. The necessity 
for setting up columnar trial balances for the various mills, and 
the ensuing mathematics and elimination of “Mill-General Ledger 
Control” accounts, is thus avoided. 

The general ledger is thus directly convertible into a balance 
sheet and income statement. Our subsidiary general ledger is 
similarly convertible into a series of subsidiary statements—selling 
expenses, mill variances, etc. 


The Ledgers 


As indicated, our general ledger, from which the major state- 
ments are produced, is extremely compact. Practically all ac- 
counts that are subsidiary to balance sheet or income statement 
captions have been relegated to the so-called subsidiary general 
ledger, which consists of a series of sections, each of which sup- 
ports one control account in the general ledger. The attached con- 
densed journal voucher (page 922) adequately illustrates the 
make-up of our ledgers. 

We prefer this device to that in general use whereby a single 
general ledger with a great many accounts is divided into several 
sections for use by different men. The condensed general ledger 
is quickly posted and quickly balanced. Work can be started upon 
the preparation of the major statements while posting is still going 
on to the many accounts in the subsidiary ledger. Also, the sub- 
sidiary ledger can be divided among as many accountants as there 
are controlling accounts, for posting and balancing purposes and 
for the preparation of the resulting subsidiary statements. 
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Incidentally, only those sections of the subsidiary general ledger 
details of which are required for statements, such as inventories, 
variances from standard cost, selling and administrative expense 
and income charges and credits, need be posted and balanced dur- 
ing the closing rush. Sections which accumulate details of cash, 
receivables, fixed assets, deferred charges, accrued taxes and 
others, can be deferred until the necessary monthly statements 
have been completed. 


The Journal 


The reorganization of our general journal was among the first 
of our changes in accounting procedure. Our company used to 
post directly from all sorts of books of original entry, such as 
sales, cash receipts and purchases to the general ledger. Besides 
the postings from the recognized books of original entry, there 
were about seventy entries per month in a bound general journal. 

At present the sole source of entry to the general ledger (and 
to the subsidiary ledger) is the journal, which consists each month 
of twenty-five vouchers. Our journal is loose leaf. All but one of 
its vouchers are “regular,” that is to say, the same numbered 
voucher covers the same transactions or summarizes the same 
book of original entry each month. Thus, our voucher No. 2 al- 
ways records the month’s depreciation, voucher No. 6 summarizes 
the main office purchase register, and voucher No. 27 (illustrated) 
summarizes the transactions of our mill in Connecticut. One 
voucher, called “Non-Recurring Transactions,” records miscel- 
laneous adjustments of various sorts and usually consists of be- 
tween five and ten entries a month. 

The advantages of our setup are, I think, obvious. The work 
can be divided among as many accountants as there are vouchers 
to be prepared. Preparation of journal vouchers ties up neither 
the general ledger nor any part of the journal, either of the cur- 
rent or prior months. Journal preparation no longer interferes 
with internal or external auditors. 

Similarly, posting of a journal voucher to the ledgers no longer 
interferes with the preparation of other entries and no longer ties 
up original records. Each journal voucher is thus independent of 
all but one record at any given time, and is an independent unit in 
preparation, auditing, approval and posting. 
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Account names appear on our journal vouchers chiefly for the 
convenience of future examiners. However, it is our practice, 
with the vouchers prepared on the closing day, to omit the account 
names until after the closing, when they are filled in by reference 
to the account number symbols. 


Summarizing Mill Entries 


Reference has been made to the fact that the individual journal 
entries prepared at each mill are summarized in the main office 
as a last minute job. This is not only an added strain on the main 
office program, but, compared with the procedure in most com- 
panies, it is probably wholly additional work for the main office 
accounting department. 

The customary practice of having each mill present a “mill 
voucher” which fully summarizes its transactions, and which may 
be posted directly by the main office to its general ledger, is un- 
questionably sound. We are not yet able to adopt this practice. 
Our chart of accounts is relatively new and is still subject to oc- 
casional change, as are a good many minor procedures. Also, the 
clerical staff at some of our small mills is extremely limited. The 
analyses of mill books, particularly as they affect main office ac- 
counts, is, accordingly, for the time being, better handled by the 
main office. When we reach the point where our mills sum- 
marize their own transactions, the production and distribution of 
a complete set of monthly statements will be made the same day 
that mill vouchers are received, instead of the following day. 


Working Papers 


Each of our regular journal vouchers has a separate file of 
working papers which serves to accumulate the information re- 
quired for the voucher and later to support the voucher for pur- 
poses of investigation or audit. Each working paper file bears the 
same number as the corresponding journal voucher, and each file 
covers the entire year. 

The working paper files necessarily differ in form in accord- 
ance with variations in the original records and in the kind of an- 
alytical work required. They may be classified into three types, 
each of which is briefly discussed below. 
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Type 1 Working Papers 

This group supports vouchers whose underlying data is largely 
known at the beginning of the year. Depreciation, insurance, rents 
receivable, and regularly accrued expenses are examples. The 
working papers are so arranged that one sheet yields the entries 
for all twelve months by use of appropriate columns. 

A description of our working papers for “regularly accrued 
expenses” will best illustrate this type. It is our custom, in order 
to make expense comparisons between months possible, to charge 
legal and accounting bills, tax bills, trade-mark and patent ex- 
penses, subscriptions for credit services, large purchases of sta- 
tionery and similar expense, to deferred or accrued balance sheet 
accounts. The monthly write-off to expenses is made on the basis 
of either actual information, or the estimated annual cost for each 
item. 

The working paper for Voucher No. 18 (“Regularly Accrued 
Expenses”) vertically lists the items to be accrued or amortized. 
A series of columns provides explanations, total amounts, ac- 
counts to be debited and credited. Finally columns are devoted to 
the several monthly periods in which the amounts to be written off 
are noted. 

Thus, the journal voucher is readily prepared by summarizing 
the items appearing in the column devoted to the current month. 
The type of voucher here illustrated can be, and is, prepared well 
in advance of the closing date. 


Type 2 Working Papers 

The working papers in this group summarize the ordinary 
chronological books of original entry, such as the purchase reg- 
ister, cash receipts book and petty cash book. New working 
papers are prepared each month, the sheets being essentially a re- 
capitulation of the detailed debits and credits to the various ac- 
counts which appear in the record being analyzed. Whole or part 
columns are devoted to each account affected. In our case, the 
working papers summarizing the transactions of each mill (No. 27 
illustrated) fall into this category. 

As each of the entries in the mill’s journal is analyzed, and 
when the main office accounts affected are known, posting is made 
to the work sheet. When all mill vouchers have been so analyzed, 
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total debits and credits to the “Mill-General Ledger Control Ac- 
count” are compared to the mill closing figures to insure that no 
mill entries have been omitted. Thereafter, the completion of the 
work sheet and the preparation of the journal voucher are a mere 
matter of arithmetic and copy work. 

Most accountants who still adhere to the method of posting di- 
rectly from books of original entry, point to this type of voucher 
as a duplication involving unnecessary work. If this charge were 
true, the other advantages of the separate journal voucher plan 
would still be adequate to support its adoption. However, the 
charge is largely unjustified. Examination of the average cash 
book in such an accountant’s office will disclose a page devoted, at 
the end of each month, to the preparation of a summary. We 
have merely substituted the work sheet for the summary ; the post- 
ings to the work sheet for the numerous detailed postings to the 
general ledger. Moreover, since our recapitulation is not in the 
book, but on a sheet of working paper, we can readily arrange to 
do the greater part of the summary work before the closing date. 


Type 3 Working Papers 

The third type of working paper accumulates data which must 
be acquired by applying mathematical processes to original entry 
records. Entries covering provision for bad debts, sales discounts, 
royalties and sales commissions are among those treated in this 
type of working paper. Necessarily the forms of these sheets vary 
widely with the data being covered. A single sheet can be used 
for the year for the noting of net sales and the subsequent calcu- 
lations of the provisions for accounts receivable reserves. Obvi- 
ously a sheet or more is necessary each month for the calculation 
of commissions due the various salesmen and the distribution of 
the total commissions among the various sales departments. 

Each working paper file is in a loose leaf binder. Thus current 
preparation and posting may be accomplished using a single sheet, 
while the bound file as a whole becomes a very useful source of in- 
formation for executives and auditors. 


Closing Books of Original Entry 


For the purposes of early financial statements it is, of course, 
necessary to plan for the prompt closing of all books of original 
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entry. By this time most companies, large and small, have learned 
that cash received or paid on the first of the month was not re- 
ceived or paid the previous 29th. With respect to other books, 
however, there is often considerable unnecessary delay. While the 
illustration is perhaps extreme, our company used to keep the 
purchase register open past the tenth of the month for a doctor’s 
bill, which served merely to increase assets of ten millions and 
liabilities of five millions by $60, with no effect on profit or loss. 

Needless to say, this book is now closed at noon of the first, 
and could be closed earlier if necessary. Accrual (or un-audited 
bill) entries are made for major missing profit and loss items. 
The same is true of sales books, petty cash books and various 
other chronological main office records. The attempts of sales 
people to keep sales registers open should, and can, be resisted. 
If necessary, accrual entries may be made for additional sales 
commissions or quota bonuses. 

All records which can be closed before the end of the period 
should be summarized before the rush begins. Office payroll 
records, insurance records, depreciation records and regular ex- 
pense accruals are usually in this category. 


The Elimination of “Bottlenecks” 


I believe that the measures described above constitute an ade- 
quate foundation for the rapid production of the monthly financial 
statements. The accounting executive, having installed the proced- 
ures and trained the staff in the manner discussed, is now faced 
with the actual planning of his closing program. It is now his 
job to anticipate and prevent as many bottlenecks as possible, and 
during the last few tense days to be constantly on the lookout for, 
and to break up, such bottlenecks as do occur. 

Some specific suggestions along these lines, each of which will 
considerably hasten completion of the financial statements, are: 


1. Review the situation of the various sub-departments well in advance, 
and shift additional staff to those behind in their work. 

2. Have the necessary forms planned in advance. Working papers, 
consolidating schedules and financial statements are much alike from 
month to month. Each can be planned and a supply adequate for a 
year or more prepared on a duplicating machine. Thus, accountants 
will merely have to fill in the current figures. 

3. Have comparative data, such as budget figures or prior month or 
prior year figures, filled in before the closing date arrives. 

4. Have as much of the closing work as possible done before the end 
of the month. This includes preparation and posting of some 
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journal vouchers, and the larger part of the analyses of such books 
(if manually analyzed) as purchase register, cash receipts, etc. 

5. Defer as much current work of the new month as possible until 
after statements have been completed. 

6. Split the general ledger and the subsidiary ledger into small sections 
and divide among the available accountants for the necessary 
mathematics. 
Assume that mathematical work is correct until the reverse is 
proven. As with the general ledger, so with the subsidiary ledger, 
post directly to the subsidiary financial statements analyzing inven- 
tories or expenses. When the statements are finished, check with 
the controls. Nine out of ten will balance and a good deal of 
tedious checking and preparation of trial balances will have been 
avoided. 

8. Ignore minor differences in inter-company or inter-divisional ac- 
counts. Treat them as deferred items and make investigations and 
adjustments in the following month. 

9. When, as in our case, several companies are involved, since con- 
solidating schedules must immediately precede the preparation of 
the statements, they necessarily represent a bottleneck. Cut these 
schedules into small parts, e.g., one for assets, one for liabilities, 
one for income from operations, and one for net profit, and dis- 
tribute them among the staff, thus reducing the time required. 

10. With sound preparation, a well trained staff, and careful avoidance 
of bottlenecks, the balance sheet, the profit and loss statement and 
the supporting schedules for the various classes of expense, for 
inventory, etc., are completed on the evening of the day that final 
data is received from the mills. It is inevitable that the staff work- 
ing under that kind of pressure has not had time to apply intelli- 
gence to the figures. The figures are, for that day, just debits 
and credits. Errors in analysis and postings are bound to occur 
occasionally. It is vitally necessary that the accounting executive 

carefully examine the statements before masters are typed. How- 
ever, if the work has been well organized, this job is much easier 
than it sounds. Examination of the selling, administrative and mill 
expense statements, as well as the major statements, and a quick 
comparison with previous months’ statements, is usually adequate to 
uncover the one or two weak spots that may require investigation 
before typing and duplication can begin. 


NI 


Overtime 

Just a word about overtime. It is not possible to produce early 
financial statements without some overtime work during the two 
or three days preceding the receipt of mill data. Obviously, since 
the day on which the data arrives is the day on which statements 
must be prepared, it also involves considerable overtime. Any ac- 
counting department which can produce early statements without 
some overtime is, beyond any possible doubt, over-staffed. De- 
pending upon the policy of the company, either accountants are 
compensated for this extra work by time off during the month, or 
must accept it as part of the job they have undertaken. Our com- 
pany has adopted the former policy. 
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THE RESPONSIBILITIES OF THE ACCOUNTANT 
TO MANAGEMENT FOR EARLY REPORTS 


By O. J. Paul, Jr., Accounting Engineer, 
and 


J. C. Cassel, Partner, 
Wall, Cassel & Eberly, Dayton, Ohio 


N THIS era of a highly competitive sales market, a market 
where competition sets our selling price, together with an un- 
precedented labor market, much increased responsibility is placed 
upon management. The accountant’s responsibility has also been 
increased and it becomes important that he make available to the 
management an early statement following the close of the account- 
ing period, so that his records may be of real value in measuring 
the results of operations of the various departments or divisions 
of the business. 

The executives of business today project their program based 
upon past performance and a survey of present and future condi- 
tions. They complete their plans and schedules and put them into 
operation. They depend on the accountant to report results and 
provide guide figures. He plays an important part in industry and 
is responsible for having his statements available at the earliest 
day following the close of the accounting period. 


Information Wanted by the Executive 
What are the first three things an executive wants to know fol- 
lowing the close of the accounting period? He wants the answers 
to the following queries: 
1. What are the total sales and how did they compare with 
the quota set? 
2. What are the profits and how did they compare with the 
estimated profits to be made? 
3. What are the changes in the financial position of the 
company ? 
The answer to the executive’s first query is usually available on 
the day following the close of business. The information called 
for in queries Number 2 and 3 is available anywhere between the 
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3rd and 30th day of the month following the close of the period. 
The management, in projecting a program, has calculated the 
amount of profits to be made on certain volumes of business and, 
with the information as to the total sales, they will have a fair 
estimate as to profits. However, they will want a proven record 
to verify their judgment. Each day’s delay in receiving this proof 
is a costly handicap in correcting any deficiency in their plans, in 
their schedules or in their judgment of the estimates. 

The modern, aggressive accountant will attain his objective as 
to early reports by having available at any early date following 
the close of the accounting period, all records required by the 
management. By the use of standard costs or predetermjned costs 
based on averages for the previous period, or in some cases@gveral 
prior periods, and with tabulating and accounting machines ayail- 
able for the assembling and recording of mass detail of every kikd, 
there should be no alibi for a delayed report beyond five days after 
the close of the company’s accounting period. 

The production manager of a factory wil! carefully plan, sched- 
ule and supervise the movement of its products down the assembly 
line to avoid any bulge in the line. Any bulge in the agsembly 
line means costly congestions and a delayed finished product. In 
the recording of transactions, the accountant has similar prob- 
lems and a modern accountant will plan, schedule and supervise 
the work in his department to avoid any bulge in the assembly line 
of recording transactions. Like factory production, congestions 
are costly and result in delayed reports to: the management. 

Much progress is being made by the modern, alert account- 
ant in shortening the time of completing reports following 
the last day of the accounting period in usé, all of which indicates 
the thought and importance given to the subjéct. 


Illustration of Method Used by One Company 


In order to present some constructive thoughts that may be help- 
ful, let us present briefly the procedure followed in keeping the 
records of a specific company of average size to be referred to 
herein as Company B. The corporation used as our illustration 
of what may be accomplished in the way of submitting operating 
and financial reports at an early date, produces a standard product 
devoid of specialties. 
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Upon first contacting Company B, it was found that their ex- 
ecutives were receiving their reports thirty days or more late and 
with a continual congestion in its accounting department. With 
certain revisions in their accounting methods and the same 
personnel, its executives now receive on the third day following 
the close of the accounting period, a preliminary summary state- 
ment of profit and loss, which is followed by a complete detailed 
operating and financial statement on the fifth day following the 
close. : 

Earlier statements for Company B have been brought about, 
among other things, by the use of a simple chart of accounts, so 
arranged that mechanical tabulating can be used to the best ad- 
vantage and also by providing the necessary general ledger con- 
trolling accounts which are used as the basis for a summary state- 
ment of profit and loss prepared in advance of detailed statements. 
A clear-cut, flexible classification of accounts, properly numbered 
and identified, logically arranged and yet simple enough for aver- 
age use, has been adopted. Carefully planned schedules of all 
work pertaining to the closing and efficient supervision by the 
accountant are important factors in the process of shortening 
the time for the completion of such reports to management. 


Sales 


In the case of Company B, each day’s sales are distributed on 
the basis of kind of product and redistributed on the basis of mar- 
kets by kind of product. The distribution of daily sales, as de- 
scribed, is scheduled to be completed for the management by one 
o’clock on the day following. Daily totals under the above classi- 
fications are assembled into weekly totals, then monthly totals. A 
specific person in the accounting department is assigned the re- 
sponsibility for sales distribution and can be relied upon for his 
final analysis on the day following the close of business. Should 
this party find difficulties in maintaining his schedule, he will con- 
sult with the accountant in charge of the department to make any 
changes necessary to keep the sales distribution on schedule. 


Cost of Sales 


The cost of sales of Company B is based upon the average of 
the cost of inventories at the beginning of the previous month and 
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the production cost during the previous month. These costs 
are averaged to the unit of product. This plan is adaptable to 
Company B, because it has less than six different kinds or grades 
of products. This also permits the costing of sales weekly on the 
basis of the unit costs and the consolidation of these weekly totals 
after the close of the period. This work is scheduled to be com- 
pleted by noon of the second day following the close. As in the 
case of the collection of sales data, should the person in charge 
of costing the sales have any difficulty in maintaining his sched- 
ule, he will consult with the accountant in charge of the depart- 
ment to make such changes as are necessary to keep on scheduled 
time. Under a similar plan, the costing of sales of many other 
companies could be accomplished at the end of the month without 
any unnecessary delay. 

It should be noted that in case of Company B, the cost of sales 
as computed under the plan of taking the average unit of prod- 
uct cost of the initial inventory and production cost of the previ- 
ous period, is used for both the preliminary and the final statement 
of profit and loss. Small variations between current month’s pro- 
duction cost per unit and the average or standard used to cost the 
sales are allowed to remain in the finished goods inventory at the 
end of the period. However, should the volume of production 
drop far below normal in some month, adjustments will be made 
by appropriate journal entries crediting finished goods and cost 
of sales in proper proportions and charging volume variance or 
idle time loss for non-variable or fixed expense items, on the 
theory that there should be an idle time charge for the month. 
Such items would be shown in the preliminary as well as in the 
final statement of profit and loss. 


Voucher Register 


The voucher register is closed on the day preceding the close of 
business. Any suppliers or expense invoices not received that 
would materially affect profit and loss or the financial position of 
the company are accrued by means of journal entries. Others 
that would have little bearing on profit and loss or financial state- 
ments are included in the next month’s business. 
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Trade Accounts Receivable—Trial Balance 


Where a large number of trade accounts receivable are carried, 
two or more controls can be used depending on the number of ac- 
counts. The purpose is to divide the work of taking the accounts 
receivable trial balance over several periods throughout the month. 
When four controls are used, the procedure is to take a trial bal- 
ance on the first control in the first week of the current month, the 
second control in the second week, the third control in the third 
week, and the fourth control in the fourth week. This eliminates 
the congestion caused by the large volume of work at one time and 
reduces to a minimum the time spent in holding up current post- 
ings while trial balances are taken. There are many instances 
where companies are using this method very successfully. 


Other Time Savers 


Fixed charges, such as depreciation, taxes, insurance, etc., are 
prepared and entered at some time during the month, thus avoid- 
ing this work at the time of closing. Standard closing journal 
entries in skeleton form, are prepared in advance of the closing 
period. Comparative operating and financial statements are pre- 
pared in advance of the closing period in skeleton form and before 
the congestion begins. All records of previous periods that are 
used for comparisons are copied therein. 


Bookkeeping Machine Equipment 


The factory and production executives are continually studying 
available new machinery, with the view of determining what 
equipment will cut costs and facilitate production. The account- 
ant has similar problems of determining what accounting machines 
or tabulating machines will cut costs in his department, and facil- 
itate the handling of mass details for early reports. 


Summary of Company B’s Accounting Aids for Early Reports 


Most of the other aids toward early reports have been men- 
tioned in the illustrated case of Company B. They may be 
summarized as follows: 


(1) Scheduling of time of accounting department for spe- 
cific tasks. 
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(2) Proper chart of accounts. 

(3) Proper general ledger controlling accounts. 

(4) Definitely defined duties of members of accounting de- 
partment and absolute co-operation. 

(5) Establishment of standards or predetermined average 
costs for preliminary statement of profit and loss. 

(6) Avoidance of bottleneck or the “bulge” in the work of 
the accounting department. 

(7) Early closing of the voucher register. 


Preliminary and Final Statements Compared 


Ordinarily, for Company B, the preliminary statement is merely 
a condensed form of the final statement of profit and loss. If 
more liabilities or accruals, receivable or payable, are discovered 
between the time of completion of the preliminary statement and 
the time of submitting the final statement, the necessary changes 
are made. It is well to submit a summary of the changes in such 
cases. Otherwise, the final statement of profit and loss will merely 
represent the details of the summary or condensed information 
contained in the preliminary statement. The final statement will 
contain, among other things, a comparison of the standard or 
average cost per unit of production compared with the actual cost 
for the current month and explanations of major causes for the 
variations. This comparison is for material and labor costs as well 
as for the departmental expenses. 


General Ledger Controlling Accounts 


In the case of Company B, it was found that the establishment 
of controlling accounts was especially helpful in cutting down the 
time schedule for the statements, particularly for the preliminary 
statements. The following controlling accounts were established : 

(1) Factory Ledger 

(2) Delivery Expense 

(3) Selling Expense 

(4) Administrative Expense 


No formal T-accounts are being used for labor and expense items 
of the production or service departments. By the use of the 
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controls as the basis, it is possible to compile the preliminary profit 
and loss statement more readily and more quickly because: 


(1) Trial balances of the controls may be postponed for the 
final statement. 

(2) The accounting work can be distributed to different 
members of the accounting department at the time of the 
peak loads for that department. 

(3) Accounting and tabulating machines can be more readily 
adapted to a system having proper ledger controlling 
accounts. 


Weekly Statements 


Company B’s chief accountant is now developing a plan to pre- 
sent the management with a weekly profit and loss statement. He 
will do this by making use of the average or predetermined cost as 
described above. It is believed he will soon reach his objective, 
and when he does, it will tend to cut down the time for the 
monthly statements instead of delaying them. 


Thirteen-Period Year 


To the above methods it is believed we should add the thirteen- 
period year as an aid to early reports. While Company B was not 
in a position to adopt a four-week period on account of conditions 
peculiar to its industry, the authors know of other companies that 
are successfully using it. In these cases.it cuts down the account- 
ant’s time required in splitting the pay rolls for labor and salary 
accruals. From that standpoint it results in cutting down the time 
requirements in securing the data needed for the closing. 


Perpetual Inventories 


Another possible aid to early closing should be mentioned. In- 
stances can be cited where the stores requistions and the perpetual 
inventory system for factory supplies have cut down the time re- 
quired for closing several days. However, accountants do not 
always agree that the perpetual inventory will shorten the time for 
the periodical statements. It may be possible, by the use of ac- 
counting or tabulating equipment, to distribute the supplies to the 
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accounts involved in half a day or a day after the close of the 
period. It would seem that the physical inventory-taking would 
require a considerably longer time in the normal case where there 
are a large number of items with a large number of extensions to 
be made on the inventory summaries. Each accountant should 
consider this matter carefully in the light of conditions in his 
company. The authors mention this perpetual inventory system 
for supplies and repair parts with the hope that some one may see 
in it an opportunity to solve the perplexing problem of early re- 
ports in his own company. 


While there have been presented a few of the major helpful 
procedures for early period closings, there are numerous other 
short cuts. If accountants will keep abreast of the constant 
changes in accounting methods, they will frequently find new 
short cuts that will speed up the recording of transactions and 
which will be of material aid toward early reports. 


Conclusion 


In conclusion, permit us to emphasize these facts, that execu- 
tives of today who are faced with a highly competitive sales 
market, rising costs of materials, increased labor costs, and un- 
precedented forces within labor, are demanding more intelligent 
and earlier reports for a period closing. There are also more 
demands today upon accountants for certain information within 
the operating period. Unless the accountant has his department 
geared to the orderly preparation of early reports, he will be 
at a decided disadvantage in fulfilling the requirements of his 
responsible position. In the case of Company B, referred to 
herein, the manager had the operating statement on the fifth 
day following the period close, and the accountant pointed out to 
him the fact that there was an increase in production waste over 
normal equal to % of 1 per cent. Upon the present production 
schedule this meant a loss over normal of ninety-five dollars per 
day. The difficulties were located and correction immediately 
made. Had the operating statement been delayed until the 
twentieth day following the period close, there would have been 
thirteen additional operating days with a probable loss of an 
amount equal to $95 a day, a total loss equal to $1,235. 
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